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Amplia Monthly Investment Letter 

April – bad weather and great returns 

Stock markets recorded another positive month after March, 
with most indices recording mid-single digit positive total 
returns. S&P 500 climbed 5.34%, with the consumer 
discretionary and financials sectors clocking the best 
performance. Also, the re-opening trade reversed as NASDAQ 
100 gained +5.92% and the more traditional names of Dow 
Jones lost 2.25%. In Europe, the tune was more sober, with the 
broad STOXX Europe 600 gaining mere 2.36%.  

Sell in May and go away? 

The old proverb of selling in May and going away refers to the 
preference of some investors to stay away from the markets in 
the “summer” period, ranging from May until October. The 
strategy worked for a long time for some stocks and indices, 
such as Dow Jones, however recent studies show its 
performance has all but disappeared, as happens with most 
technical patterns when they get discovered by an increasing 
number of market participants. 

The fading statistical significance of the adage has not 
prevented market commentators from resorting to it, as they 
advise investors to reduce equities following the strong ascend 
of stock prices since the beginning of the year. Indeed, the rally 
has been strong this year: S&P 500 is up 11.83% and STOXX 
Europe 600 11.01%, respectively, since the beginning of 
January. Nevertheless, we think the stocks have further room 
to run for two reasons: 

The first reason is the unwaning policy-maker support (central 
banks and governments) that we have described in the 
previous issues of this letter. No changes occur there, as Fed’s 
Jerome Powell noted in his speech last Wednesday, keeping the 
$120bn monthly asset purchases constant and rates close to 
zero. Mr. Powell said the Fed would need to see inflation 
“moving materially above 2% in a persistent way” before they 
would act.  

The second reason is that improving earnings keep the 
valuations in check. Last week was the busiest in terms of first 
quarter earnings reporting, with many mega-cap companies 
posting their results. The results are convincing: thus far 302 of 
S&P 500’s companies have reported and 87.42% have beaten 
the consensus earnings forecast. S&P 500 aggregate earnings 
are on track to grow 51% year-on-year, the biggest jump since 
2010 or more, depending on the final figure. The earnings 
growth lowers relative valuations, all else being equal. For 
instance, S&P 500’s current P/E stands at 32.30, however with 
consensus full-year 2021 earnings the tally goes down to 23.51, 
and to 20.67 if 2022 earnings are used in the divisor. These are 
not sky-high figures if one considers the current interest rate 
level and the prices of other asset classes. 

There are pessimists who think the current strong recovery is 
temporary and stems from the base effect, and the rally will call 
down after the earnings season. However, company level 
polling supports the intuition that this is not the case. In the 
chart below we have plotted S&P 500’s yearly change in 
revenues per share versus the average of the two most 
commonly used purchasing manager indices: ISM 
manufacturing and ISM services PMI. The PMI’s are valuable 
indicators of the direction of the economy because they are 

constructed by polling purchaser managers at several hundred 
manufacturing and service sector companies across the US. 

It is evident from the data that the change in the top-line of S&P 
500 companies is highly correlated with the (a priori) level of 
the PMIs. The PMI’s have shot historically high recently: the 
latest (March) figure was the highest since 1983. Our take on 
this is that the re-opening will fuel GDP growth that should 
exceed the current market consensus of 6.3% for the full year 
2021. 

 

There will probably be pull-backs, as no index can post gains 
every week. Still, we would expect buying to occur during dips. 
The money-market assets are hoovering near all-time-highs 
and hedge fund equity positioning is moderate, meaning there 
is dry powder to buy the dip. Also, the recent lukewarm 
reception of new IPOs and SPACs signals the investors are still 
selective as to what they buy. 

Our current asset allocation 

Bonds have gathered almost double the inflows of equities 
since the beginning of 2017, and so are more vulnerable to 
outflows than stocks. We would be quite careful with fixed 
income for now, favouring selective mid-tenor issues in USD, 
irrespective of the reference currency of the investor. For 
alternatives and diversification to equities, the real question 
goes how the investor sees the world and against which risks 
they want protection the most. Depending on the answer, the 
asset class palette could include gold, listed real estate, selling 
of insurance that does not correlate with the broader market 
(catastrophe or life bonds) or even a cash or forward position 
in JPY or CHF.  

Meanwhile, the FX market has developed interestingly and the 
sharpest deviations from purchasing power parity and other 
equilibrium models seem to have vanished in the wake of the 
new bull market. USD does not look expensive anymore at all, 
be it against the GBP or EUR. Similarly, SEK and NOK have had 
a good run against the EUR. Of these, we think the Swedish 
krona has further room to run whereas its Norwegian 
counterpart has overly profited from the bouncing energy 
prices and is more at a risk of a pull-back. With EUR/CHF 
correlating negatively with the stock market, buying Swiss 
francs forward at these (cheaper) levels could be one way to 
hedge one’s equity portfolio at least partially. 

On 3rdp May 2021, 

with kind regards 

Juho Kivioja 


